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Note to the Instructor:

SAT is a South African government owned company that owns 10% of the forestry assets in South Africa, constituting about 0.15% of South Africa’s total land.  The government wants to disinvest its stake by offering 75% of the shareholding in the company to an appropriate bidder.  The setting is September 2001.  This case has been dealt with from the perspective of an Indian company interested in bidding for this disinvestment.  The goal of the case is to determine whether an Indian corporate investor should invest in this company and if so, what value should it bid?  
To determine the above, the student should especially consider the following:

· SAT is a government owned entity. Its historical performance is not necessarily a good indicator of future performance.
· Risk identification and mitigation.

· Estimating the risk adjusted cost of capital for the investment.

· Real options: The project is first looked upon as a base case scenario with no investment made in the Maputo port for export handling. This limits exports to nearly 10% of the total revenues and affects both the cash flows and the cost of capital. Then the investment in the Maputo port needs to be considered as a real option.  The effects of increased exports through this port, both, on the cash flows and the cost of capital need to be considered. 
· Non valuation issues such as tax structuring, structuring of contract with the government, defining the Black Empowerment partner’s role, etc. are equally important to the bid. Although we have not spent too much time on these issues, we have brought them up so that students become aware of the non-valuation related issues that are country/ deal specific.  
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